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Tats paper, prepared at the request of the Edinburgh 
Committee of the Institute of Bankers in Scotland, as 
an inaugural address for the present session, has no pre- 
tension to be more than a cursory sketch of the history 
of Scottish banking. Many friends and some strangers 
_ have urged its publication ; and as a pretty full report 

has already appeared, I have no very good reason for 
declining. I have added some notes; but otherwise 
the address is printed—with a few verbal alterations 
—as it was delivered. It was not my purpose to be 
either statistical or controversial. The Blue-book of 
1875 contains figures sufticient for a generation to 
come ; and my subject—dry enough in itself—could 
not bear the weight of dreary theories of currency. 
Nor had I time to “ point the moral” of the story. 
It teaches some lessons, not without value, which will 
be easily discovered by those who take the trouble to 
read between the lines. 


EDINBURGH, January 8, 1877. 


SCOTTISH BANKING: 


A HISTORICAL SKETCH. 


Mr Davipson, AND GENTLEMEN OF THE BANKERS’ 
INSTITUTE,— 


Your Committee have done me the honour to ask 
that I should address you at the beginning of your 
session, and have suggested as a fitting subject, The 
History of Banking in Scotland. I have undertaken 
the duty most willingly, for I feel the deepest interest 
in your Institute, and am anxious to do anything in 
my power to promote its success. 

The subject proposed is not an inappropriate one 
for an address to a Scottish Bankers’ Institute ; for 
it is surely right that you should seek to know 
the history of a system of banking which has secured 
universal respect, and of which you and I, and all 
connected with its administration, are justly proud. 
A most important factor in the material progress 
of our country in the past, our banking system. has 
now attained fair and goodly proportions, and bears 
the stamp of maturity, stability, and success. It was — 
not moulded, but has grown into its present form. 
The form may not be in all respects scientific or sym- 
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metrical, but the system, notwithstanding, has suc- 
cessfully withstood the fierce fire of hostile criticism ; 
and I think I may say, with perfect truth, that never 
has it been more deeply or securely rooted in the 
nation’s confidence than now, and that at no time has 
it been more worthy of that confidence. 

All that I can offer you is a hutried sketch; for 
it would be vain to pretend, within the limits of a 
short address, to tell the history of the birth and 
growth of Scottish banking. That story deserves to 
be—and some day, when the fitting hand is found, I 
hope it may be—carefully and diligently written, for 
it is full of interest and instruction. Some incidents 
grieve us—of others we are a little ashamed ; but we 
trace human nature running through all the tale: and 
the jealousies, the rivalries, the resentments, and the 
follies of early days teach some lessons, valuable even 
now when we have all “ beat our swords into plough- 
shares, and learn war no more.” 


Scotland, before the Union, did not present a very 
hopeful field for banking, and it is little wonder that 
William Paterson sought scope for his financial 
talents in a more favoured land. He was the great 
“Promoter” of those days, and to his energy and 
enterprise the Bank of England owes its existence. 
Ousted from a share in its direction and management, 
_ his fertile brain devised even more ambitious projects, 
and the colonisation of a new world across the Atlan- 
tic diverted his attention from homely adventures. 
But the success of his English offspring led others to 
follow in his footsteps. If a public bank was a good 
thing for England, why should not Scotland and 
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Ireland be similarly blessed ? - Ireland, as it turned — 
out; was not ripe; but John Holland, in a pamphlet 
bearing the dismal title of ‘The Ruine of the Bank of 
England and all Public Credit inevitable,’ published 
in 1715, tells, in his naive style, how a bank was 
established in Scotland :— 


“In the autumn of the year 1695,” he says, “an earnest and 
ingenious friend of mine, a Scotch gentleman, importuned me one 
day to think of a bank for Scotland. I told him I had done with 
framing of schemes for banks, and all other public societies, and 
resolved, as in some measure I had done a few years before, to lead 
a country life. He replied that I should have an Act of Parlia- 
ment upon my own conditions. Upon this I immediately drew 
up so much of the constitution as was necessary to be in the Act, 
and in three or four days he brought me a formal Bill drawn up in 
the Scotch style; and he told me that he had spoken to most of 
his nation that were in town,.and that he had good reason to 
believe the Bill would pass that session according to the draft, 
which it did accordingly. Upon this subscriptions were taken 
for twelve hundred thousand pounds Scots, which is one hundred 
thousand pounds sterling, and I agreed to go down, stay there, 
and return upon my own charge; but they generously ordered 
a noble present to be made to my wife, more than my charge 
amounted to; and though they were utter strangers to a bank, 
and all the time I was there the Bank of England could not pay 
their bills, and although we had many enemies, we obtained, in 
about two months’ time, a strange credit upon our bills.” 


The Parliament of Scotland in the end of the seven- 
teenth century was a busy Parliament. In 1695 there 
were no fewer than one hundred and forty-six Acts 
passed. One of them was an Act for “a Company 
trading to Africa and the Indies,” on the 26th of 
June. Another was an Act for “erecting a publick 
Bank,” on the 17th July. William Paterson was the 
author of the first, which created the African Com- 
pany. The other gave being to the Bank of Scotland, 
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and enacted “that during the space of twenty-one 
years it shall not be leisome to any other persons to 
enter into and set up a distinct company of bank 
within this kingdom besides those persons allenarly 
in whose favours this Act is granted.” 

We have now before us the earliest of our Scottish 
banks, sanctioned by the Legislature, with its joint- 
stock subscribed, its bank-notes ready to be sent forth, 
and no competitor in the field. It is going to venture 
on a trade hitherto unknown in Scotland. The 
issue of notes by a public bank was, we may say, 
almost without precedent. The ancient banks of the 
Continent—those of Venice, of Barcelona, of Genoa, 
and of Amsterdam—were all banks of deposit. That 
of England stood alone as a bank of issue, and 
after being in existence scarcely a year, its experi- 
ence was not encouraging; for already the notes 
were at a discount of twenty per cent, and its avenues 
were crowded by persons nervously anxious to convert 
them into coin. What will our infant corporation do 
with its powers ? 

Paterson seems to have treated the banking project 
with great contempt. He writes of the Act as “sur- 
reptitiously gained,” adding, “It is never like to be 
of any matter of good to us, nor to those who have it.” 
His mind was then bent on the great Darien scheme. 
Macaulay has in scathing language described and de- 
nounced that unfortunate adventure; but all Scot- 
land was then mad in regard to it. Every man who 
could raise a hundred pounds took a share. Fourteen 
hundred shareholders, including a large proportion of 
the Scotch peers, and the corporations of Edinburgh, 
Glasgow, and Perth, rushed in to complete the sub- 
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scription. A sum of £220,000 was actually paid up. 
With what great efforts such a sum was at that time 
raised may be better understood if it be borne in mind 
that the capital probably bore as great a ratio to 
the wealth of Scotland then as twenty-two millions 
would bear in our day. 

Tn the thick of this excitement the Bank of Scotland 
began its career, little noticed, we are told, “even by 
such of its proprietors as were interested in the African 
Company.” * The capital having been subscribed 
within the appointed time, one-tenth, or £10,000, was 
called in, and it began business, issuing notes of 
various denominations from £100 to £5. Little 
progress had been made when the African Company 
took up the business of banking, in defiance of the 
Bank’s privileges ; but that Company went rather fast 
—their attempt at banking did not succeed, and after 
a short time it was abandoned. Looking at the 
“humour of the nation,’ Mr Holland and the direc- 
tors were, no doubt, wise “not to quarrel with that 
(then) mighty Company, nor plead the Bank’s seclu- 
sive privilege, but rather to lie by for a little, and only 
so to manage their affairs as not to suffer an affront in 
their infancy.” As soon as the African Company had 
given up banking, the directors of the Bank “again 
set about business, having a pretty good cash in hand, 
and an encouraging credit upon the circulation of their 
notes.” They “lent out a considerable sum of money 
upon many different securities, heritable and move- 

* I quote from a most interesting and now very rare pamphlet pub- 
lished in 1728, bearing the title of ‘An Historical Account of the Estab- 
lishment, Progress, and State of the Bank of Scotland, and of the 


several attempts that have been made against it, and the several inter- 
ruptions and inconveniences which the Company has encountered.’ 
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able;” and a little later they “lent money upon bill 
at short usance by way of discompt”—but this class 
of advances was quite subsidiary. 

Let us try to trace the course of one of these early 
transactions. A wishes a loan of £1000 on satisfac- 
tory security. The Bank makes the loan in its own 
notes, expecting, and probably stipulating, that A 
shall promote their circulation. He has a number of 
small debts to pay, and the necessaries of life to pur- 
chase. He is improving his land, and the price of 
labour has to be met. The notes are used for all these 
purposes. At first the bits of paper may be looked at 
askance; but the baker, the butcher, and the labourer 
know A, and trust that he would not wrong them ; 
and though they never heard of the Bank, they are 
satisfied with his assurance that all is right. The 
baker in turn passes the notes on to the farmer in 
payment of grain, and he pays his wages or his rent 
with them; and so on through a series of hands, until 
they reach some one, who, being of a suspicious turn 
of mind, wishes to have coin in exchange. Finding 
that coin is readily got, and that he could have bought 
as much of any particular commodity with his bank- 
note as he can with the coin, he begins to reflect that 
the one is much more portable than the other; his 
suspicion gradually vanishes, and he becomes a con- _ 
vert to the use of paper money. Having got so far 
enlightened, our suspicious friend—who is a farmer, let 
us fe inde rent-day coming round. His crop has 
been sold, and he has got the price, partly in coin— 
most likely silver—and partly in notes. He has more 
than enough to meet his landlord, and the chances are 
that when he has to make up his mind what to pay 
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away and what to retain, he will decide to part with 
the coin and keep the notes. They are more easily 
hidden away—for deposit-banking is not yet known. 
The next step will probably be for the landlord, who 
may have got a loan from the Bank, to carry his rents 
to the Bank in payment of interest or principal ; and 
in that way coin reaches the Bank in repayment of 
loans made in paper, while the paper originally issued 
in loan remains out, filling the place formerly occu- 
pied by the coin. 

_ Now we have here, in the germ, a pure bank of cir- 
culation. If you multiply this example by a hundred 
‘or a thousand, you have a bank of circulation in full 
operation ; and the Bank of Scotland in its early days 
was such a bank. The, indispensable basis is, of 
course, confidence—assurance, that is, that the note 
will, when wished, produce the coin which it promises 
to pay. ‘This confidence is naturally of slow growth, 
and to attain it must always be niore difficult for the 
first bank than for those which follow. Even when 
in a measure gained, it will for a time be very easily 
forfeited. The faintest breath of suspicion will imperil 
it, and want of promptitude in time of doubt will de- 
stroy it absolutely. We see, then, how difficult was 
the task which the Bank of Scotland had to face; and 
we may well marvel that, in a country situated as 
Scotland then was, the difficulties by which the bank 
was beset were so successfully overcome. 

If I have by this very elementary explanation con- 
veyed to my younger hearers, for whom it is intended, 
any clear idea of the function of bank-notes in cireu- 
lation at this early period, I think they will see how 
it is that, as confidence grows and the circulation of 
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notes expands, coin gradually disappears. It is a fixed 
law that credited paper money expels coin from do- 
mestic circulation. The coin gravitates to the bank, by 
the process which I have endeavoured to explain; but 
the bank has no use for all, and only wishes to retain 
such an amount as will meet probable demands for 
conversion of notes. All beyond that is dead, unne- 
cessary stock, and must be utilised. But how utilised ? 
Obviously not in Scotland, for the coin is not wanted 
there. It will therefore go where it is wanted—that 
is, to a foreign country to which we are indebted; and 
that country, in the days we are speaking of, was al- 
ways England. Hence, not only does a paper circula- 
tion supplant coin as the domestic currency, but its 


inevitable tendency is t6 expel coin from the country; 


the emission being restrained only by the bank’s obli- 
gation of convertibility, and the prudence engendered 
by that obligation. 

The Bank, with a courage far exceeding that of its 
southern contemporary, now ventured upon “an ex- 
change trade,” and established four branches, at Glas- 
gow, Aberdeen, Dundee, and Montrose, with the view 
of “carrying the circulation of their notes through the 
greatest part of the kingdom.” We all know how im- 
portant the branches are to a bank now, but the time 
had not come in 1698. The exchange trade was found 
“not proper for a banking company ;” it “interfered 
with the merchants,” and the branches did not contri- 
bute to the circulation of notes. “The money that 
was once lodged at any of these places by the cashiers 
issuing bills payable at Edinburgh, could not be re- 
drawn thence by bills from Edinburgh.” And this is ~ 
most true, if we think of it fora moment. The mer- 
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chants of Montrose would have frequent occasion to 
send remittances to the metropolis, then the centre of 
business ; and to them it would be a great convenience 
to be able to buy from the agent of the Bank there a 
bill on the Bank in Edinburgh, for otherwise they must 
have sent the coin. But how was the Bank to meet 
the bills, if no person in Edinburgh wished to buy 
bills on Montrose ? The money paid in at Montrose as 
the price of the bill issued there, was of no use unless 
sent on to Edinburgh. Little wonder then that the 
branches did not suit, and that they were closed, and 
the “money brought to Edinburgh by horse carriage.” 
I fear if we were restricted to horse carriage now, we 
would have fewer branches. These early efforts in the 
way of extending the Bank’s operations have sometimes 
been made light of; but it seems to me that, although 
unsuccessful for the time, they showed the greatest 
enterprise, and a wonderful prevision of the wants of 
a country not yet ripe for the facilities which, when 
the time came, were very liberally afforded. 

In 1698, £20,000 of the subscribed capital, called 
in by the Bank at the time of the African Company’s 
attack, was returned to the adventurers; ‘the first 
subscription money (£10,000) being at that time 
found sufficient for negotiating the Company’s affairs.” 
In the following year, 20s. notes were for the first 
time issued, “though there is scarce any hopes that 
they can obtain a currency to any considerable value 
in our public markets and fairs as some have thought ; 
for nothing answers there among the common people 
but silver money, even gold being little known 
amongst them.” 

In 1704 a second tenth of the capital was again 
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called in—in consequence of a run—which caused 
a temporary stoppage, but the interruption was 
soon got over. At the Union in 1707, the coinage 
was called in, and raised to the English standard 
from its degraded state, then equal to only one- 
twelfth of its original value; and this operation was 
successfully conducted by the Bank. The Rebellion of 
1715, and the consequent disorders, were met with 
great prudence; and for several years thereafter, 
matters went smoothly, and the Bank was most suc- 
cessful. Another writer of the time tells us that its 
proprietors were in the enjoyment of dividends of 35, 
40, and 50 per cent.* Need it surprise us that there 
was anxiety to share in so lucrative a business? Ac- 
cordingly, we find that in December 1719 an overture 
of union was made to the Bank by the Equivalent 
Proprietors, another in the following year by the 
Edinburgh Society, and a third in 1721 by the Royal 
Exchange Assurance Corporation of London. The 
directors resisted all their wiles. They said in sub- 
stance: we have a very profitable concern; we have 
as much money as we require to sustain our credit, 
and when more is wanted, our own proprietors will 
find it. 

The Equivalent Proprietors—many, if not most of 
them, Englishmen,—were, for those days, a very power- 
ful corporation. Their capital consisted of £250,000, 
due by the Government, bearing an annuity of £10,000 
or 4 per cent, until the capital should be redeemed. 
The Proprietors were incorporated under the provi- 


* This writer published, also in the year 1728, a ‘ Letter containing 
Remarks on the Historical Account of the Old Bank.’ He describes 
himself as “a gentleman concerned in neither bank,” although he shows 
his leanings very clearly. His style is crisp and incisive. 
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sions of an Act of Parliament. The corporation hav- 
ing nothing to do beyond receiving and distributing 
the annuity, cast a .covetous eye on the profitable 
business of which the Bank retained a monopoly. 
Repelled in their advances, the Equivalent Proprietors 
conceived the plan of setting up a rival bank. True, 
as a corporation they had no banking powers; but 
had not his Majesty engaged by their charter to give 
them “ such other powers, privileges, and authorities, 
as he could or might lawfully grant” ? Why not ask 
for the necessary grant ? 

This was done. The Equivalent Company asked 
for a charter with banking powers in Scotland :-— 


“They did limit their powers to Scotland,” says the historical 
account (and it is the only explanation I have ever found, and 
probably a correct one, of the limitation which caused a world of 
trouble in recent days), ‘“‘ because they well knew that if it were 
otherwise, they would be opposed by the Bank of England ; and 
that they might get the Bank of England to favour them, at least 
to be passive, they laid the draft of the charter before the Court 
of Directors of said Bank, desiring their approbation ; but the 
Directors declined giving any positive approbation, and only allowed 
a declaration to be given, signifying, that for the present, nothing 
in it appeared to them prejudicial to the Bank of England.” 


The Old Bank (as the Bank of Scotland was then 
called) most naturally opposed the grant of such a 
charter, and feeling ran high, as might be expected. 
Strong accusations were made. The historian of the 
Old Bank indignantly repudiated a charge of disaffec- 
tion to the new dynasty. The “ unconcerned gentle- 
man” who remarked on the history, very cynically 
says: “I am very glad to hear that the accusation 
is not true. I can’t deny but that I have often heard, 
and do still daily hear, the leading men of that bank 
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loaded with that calumny. . . . And I protest I 
know many people who have, in the innocence of their 
hearts, said the same thing of-the Old Bank, meaning 
it, to my certain knowledge, as a compliment to them.” 
The Old Bank was also accused of sending £5000 to 
London, to be laid out in bribes for stopping the new 
charter. The historian charges “the Bank’s enemies 
with the invention of the lie and scandal of bribery ;” 
and quietly adds, “it seems they are acquainted with 
the practice.” 

The charter in favour of the Equivalent Proprietors, 
notwithstanding the opposition, was granted on 31st 
May 1727. It erected such of them as should sub- 
scribe their equivalent stock before the following 
Michaelmas, into a corporation by the name of the 
Royal Bank of Scotland, and it authorised calls on the 
subscribers to the extent of one half of their subscribed 
stock. £111,000 of equivalent stock was subscribed ; 
and this stock, with £55,000 of further liability, formed 
the original capital of the Bank. 

“Our Royal Bank,” says our quaint and tart historian, “being 
thus established, the directors set about preparing and fitted up an 
office, and making all materials for their notes, which was all done 
by the beginning of December ; and having elected proper servants 


and officers, about the 8th of the said month, which is the date of 
their notes, the first of them came abroad.” 


The New Bank had thus got corporate life, and back- 
bone in the shape of Government debt, but it still 
required the sinews of war. Stock of the Equivalent 
Company was a good security for ultimate payment ; 
but it would not meet notes convertible into specie on 
demand, or enable the new concern to hold its own 
in the coming contest. Specie must therefore be had, 
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and for this purpose two-tenths of the capital were 
called in in December 1727 and February 1728, which 
produced upwards of £22,000. About this time a 
sum of £20,000 was remitted to Scotland to be invest- 
ed at interest by the Commissioners and Trustees for 
improving Fisheries and Manufactories. For the pos- 
session of this sum, both banks keenly contended ; 
but the New Bank prevailed,—the greater part of the 
trustees, it is said, “ being all of the Royal Bank.” 

“T am now come,” says our historian, “to the-criti- 
eal period. Nobody that knows the nature of bank- 
ing, does believe that two banks can be carried on in 
the same country, for it is impossible to manage and 
keep them up without interfering and rubbing upon 
one another.” 

Then came the tug of war. The Old Bank and the 
New are now face to face, each with its hot partisans 
eager for the fray. I fear not a few hard blows were 
struck in those early months of 1728. And yet, what 
monopolist ever patiently submitted to the surrender 
of his privilege, or saw either reason or public advan- 
tage in its sacrifice? And do we ever see, even in our 
enlightened days, the new institution welcomed into 
cordial brotherhood with the old, until it has not 
merely deserved but commanded respect ? So it was 
with our two banks. The Old was jealous and resent- 
ful; the New was aggressive and defiant. Peace was 
hopeless until they had tried each other’s strength. 
The struggle was short and sharp—the New Bank 
established its footing, and the Old had for a time to’ 
succumb under the pressure of its rival’s demands. 
The warfare culminated in the use by the New Bank 
of the legal engines of horning, inhibition, and ar- 
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restment, in the course of which Andrew Cochran, 
the Lord Provost of Glasgow, of whom we shall hear 
more, appeared on the stage. The Court of Session _ 
evidently thought that legal diligence was being run 
rather hard, and stretched a point. The Royal Bank, 
writhing under a supposed denial of justice, was more 
forcible than polite; for we find that the Lords, “tak- 
ing notice that the terms of a petition were indecent 
and disrespectful to the Court, would not allow it to 
be entered on the record.” Then followed an appeal 
to the House of Lords, who, on 9th May 1729, re- 
versed all the decisions of the Court of Session, and 
awarded to the Royal Bank and Cochran the costs, 
which then formed the only question between the 
litigants, the sums sued for having been previously 
paid. 

I have sometimes indulged in the curious specula- 
tion, what would have been the result if any one of 
these three things had happened,—either that the Old 
Bank had successfully opposed the grant of a charter 
to the Equivalent Proprietors; or that the New Bank 
had been strangled in its cradle; or that the two 
banks had then united, as was. proposed and negoti- 
ated for before the Old Bank resumed payment? On 
any one of these hypotheses, it is highly improbable 
that any other public bank would have been formed 
for avery long time to come. If after such a strugele 
either of the banks had remained in undisputed pos- 
session of the field, and, much more, if the two had 
combined their strength, it is, I think, all but certain 
that the whole course of our Scottish system of bank- 
ing would have been completely changed. 

I may here observe, and it is not unworthy of 
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notice, that it never seems to have occurred to any 
one in Scotland till long afterwards that the issue of 
notes was not the exclusive right of the two public 
banks. It was in England that the common -law 
right to issue such notes was first put into actual 
practice, by the goldsmiths, long before the erec- 
tion of the Bank of England; and it was the Legis- 
lature of Scotland that first introduced the element 
of monopoly into the business of banking. The 
Bank of England had no monopoly conferred on it 
at first; it was not till February 1697, eighteen 
months after the establishment of the Bank of Scot- 
land, that the baneful privilege was first bestowed 
by the English Parliament. Nor was the monopoly 
eranted to the Bank of England of a more objection- 
able kind than that previously conferred on the Bank 
of Scotland. The latter was erected in perpetuity, 
with exclusive privileges for twenty-one years, and it 
had therefore an almost unanswerable claim to a re- 
newal of these privileges if it used them well; while 
the Bank of England’s very existence was terminable 
at the end of fourteen years. It will scarcely do for us, 
therefore, to boast too much of the superior enlight- 
enment of our ancestors. Rather, I think, may we 
rejoice that our earliest bank was not created by the 
State for State purposes, but was, like all its suc- 
cessors, the result of private enterprise, owing no 
special duties to, and having no special claims on, 
the State for favour or protection. 

Resuming our story, it may interest you to know 
the scale on which a bank formed its establishment 
150 years ago. The Royal Bank’s first office “near the 
Cross” was rented at £65. It had a cashier with a 

B 
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salary of £100. The secretary and accountant had 
each £90, and each had a clerk at £30. There were 
two tellers with £60 each; and a messenger at £16, 
13s., 4d.—making a total salary list of £476, 13s., 4d. 

One of the first steps taken by the Royal Bank was 
to open an account with the Bank of England, which 
has been operated upon uninterruptedly from February 
1728 to the present day, and is, I believe, the oldest 
private account (as distinguished from the Govern- 
ment accounts) in the books of that establishment. 

The succeeding twenty years are noticeable for some 
points which stand out prominently in the history of 
Scottish banking. 

First in importance as in date, is the introduction 
of the system of cash-credits. While still in their early 
struggles, and three months after beginning business, 
the directors of the Royal Bank passed a minute, on 
12th March 1728, which is interesting as being the 
origin of cash-credit accounts in Scotland. It was 
followed on 31st May by detailed articles and regula- 
tions for the working of such accounts, concluding 
with a form of bond which, for conciseness, contrasts 
very favourably with more modern conveyancing. 
On the same day the first cash-credit was granted to 
William Hog, jun., merchant, Edinburgh, the sureties 
being John Hog of Cammo, and Roger Hog, merchant, 
Edinburgh. The Bank of Scotland adopted the cash- 
credit system in the year following, 1729.* 

Next in importance was the introduction in 1730, 
by the Bank of Scotland, of notes with an optional 
clause—that is, notes promising to pay on demand, or, 
in the granter’s option, six months after demand, with, 

* See Appendix A, Cash-Credits. 
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in that case, interest at 5 per cent. We shall see, by- 
and-by, to what abuses the optional clause led thirty 
years later. 

The establishment of branches at Glasgow, Aber- 
deen, and Dundee, was, with laudable enterprise, again 
attempted by the Bank of Scotland in 1731; but the 
“exchange trade” was still too securely held by the 
merchants, and for the second time the branches had 
to be withdrawn. 

Forgeries of bank-notes, of which in our day we 
know nothing, gave not infrequent trouble to these 
pioneers of banking in Scotland. I find a notice of 
two forged notes, “all done with the pen,” which 
conveys rather a low notion of the engravers’ art, and 
of the discernment of the people. William Parker, 
a forger, being in the Tolbooth, and having promised 
to disclose who were his accomplices, it was agreed to 
approve whatever terms the Lord Justice-Clerk and 
Lord Advocate might make with him. They managed 
such affairs very discreetly in those days! 

Coming down to 1745, we find the Rebel army 
marching towards Edinburgh, and on 14th September 
specie and valuables were sent to the castle. On 
the 23d the directors realise the danger of having so 
many notes in the castle, now that the rebels have 
defeated Sir John Cope’s army. On the Ist of October, 
Murray of Broughton, for Prince Charles, takes a pro- 
test for non-payment of Royal Bank notes; to which 
the cashier replies, that he is unable to gain admission 
to the castle, where all the specie is. On the 2d, specie 
is somehow raised to meet the demand. On the 3d, 
Murray gives a pass for the admission to the castle of 
the directors. They burnt upwards of £60,000 of notes, 
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and being “ pinched for time,” tore into small pieces a 
large quantity of unfinished notes. They took down 
£12,000 in specie, and the keys of the Bank vaults, 
that things of value might be put into them in case of 
a bombardment of the city. The books were brought 
down on 19th November, and a note of the whole 
obligants on cash-accounts, &c., was ordered to be 
made out, “and in a separate note the names of such: 
as are concerned in the Rebellion,” no doubt with the 
view of paying that attention to them which the 
loyalty of the Bank demanded. On 23d December 
the rebels were again approaching, and everything of 
value was sent back to the castle; but on 7th January 
they had retired. William Drummond, stationer to 
the Bank, was superseded, “as he is concerned in the 
present rebellion.” On 3d February the Bank was 
opened for the ordinary despatch of business, the 
rebels having recrossed the Forth at Stirling. And 
so this troublous time came to a close. 


We are now done with what may be called the 
infancy of Scottish banking. The next period, em- 
bracing the second half of the last century, and run- 
ning a few years into the present, was the era of 
private banking, characterised, I fear, by the licence 
of ill-regulated youth. About 1749 there was a 
gradual rapprochement between the. two banks. 
Their wounds, which had long festered, were begin- 
ning to close up, though not as yet healed. They 
had enjoyed twenty years of undisturbed prosperity. 
Their practical monopoly had probably become as 
sweet to the New Bank as it had formerly been to the 
Old; and both, no doubt, looked forward to its con- 
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tinued enjoyment. But they were soon to be awak- 
ened from their pleasant dream. The first note of 
trouble came from the “ Bank at Aberdeen,” established 
in 1749, and the first private company to issue bank- 
notes in Scotland. A few months later Glasgow fol- 
lowed suit ; and in October the directors of the Royal 
Bank are exercised in mind as to these proceedings, 
A committee was appointed to confer with the Old 
Bank as to the steps to be taken; but the Old Bank 
was shy, and considered it unadvisable “to venture 
their interest as to the legality of such erections.” 
We are let behind the scenes by the printed papers 
in a protracted litigation, a few years later, between 
Archibald Trotter (then a merchant in Glasgow, but 
formerly a partner in the Edinburgh banking-house 
of Coutts, Trotter, & Co.) and Cochran, Murdoch, & 
Co., of the Glasgow Arms Bank, of which Andrew 
Cochran, the Lord Provost of Glasgow, already 
noticed, was the leading partner. 

Of the Aberdeen Bank and its fate, Trotter gives 
a very interesting account in a paper bearing the date 
of the 7th January 1762. Even more interesting is 
the history of the origin of the two first Glasgow 
banking companies—the Ship (under the firm of 
Colin Dunlop, Alexander Houston, & Co.) and the - 
Glasgow Arms (under the firm of Andrew Cochran, 
John Murdoch, & Co.)—both of which began business 
in the year 1750. It is given by Cochran, Murdoch, 
& Co., in a paper dated 1st February 1762.* 

Our Glasgow friends made good use of their start, 
and seem to have been a fair match for their protec- 
tors. Ere long we find the two banks entering into 

* Both will be found in the Appendix, B. 
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an alliance, offensive and defensive, against all private 
banking companies. They stopped the cash-credits of 
the Glasgow companies, and of every one identified 
with them; and I fear it must be admitted they 
resorted to some not very worthy expedients. In 
1756 we read of two Edinburgh gentlemen and 
a notary making large demands for specie on the 
Glasgow banks; and a few years later Mr Trotter 
settled in Glasgow. His antecedents are given in that 
most interesting book, ‘The Memoirs of a Banking- 
House,’ written by the late Sir William Forbes. 
Trotter collected Glasgow notes, and demanded specie 
or Edinburgh notes in exchange. The account of his 
reception given in his formal protest for non-payment 
is exquisitely graphic.* 

In the long litigation between Trotter and the 
Glasgow Arms Bank, which extended over five years, 
the Glasgow company ultimately admitted that they 
were in the wrong, by paying a sum of £600 for 
damages and costs, which had become the only matter 
involved, the notes sued for having been paid at an | 
early stage. 

Three years before our hard-headed friends at Aber- 
deen made the discovery that the two old banks had 
no monopoly of the manufacture of paper money—that 
is, in 1746—a company was established by royal charter 
for the purpose of carrying on the linen manufacture, 
under .the name of the British Linen Company. At 
the outset it had no idea of undertaking the trade of 
banking. The first by-laws provided that in the ware- 
house at Edinburgh there should be four officers or ser- 
vants—viz., a bookkeeper or accountant, two staplers 

* Appendix B. 
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to give out the yarn and receive the cloth, and a por- 
ter—with salaries not exceeding £150 in whole; and 
that none of them should have a public-house for 
retailing liquors, or should take goods in pawn. The 
two managers were to have 2 percent, and the direc- 
tors per cent, on the sales. The Company had a cash- 
eredit with the Royal Bank, and their relations seem 
to have been of the most close and friendly character ; 
so much so, that when, in 1750, following the example 
of Aberdeen and Glasgow, the British Linen Company 
began to issue notes as bankers, and applied to the 
Royal Bank to have them received in payments, this— 
somewhat to our surprise—was at once agreed to. It 
also appears that the Royal Bank retired the notes of 
the Company, in exchange with the Bank of Scotland, 
which no doubt led to the formal inquiry by the deputy 
governor of the Bank of Scotland, whether the Royal 
Bank guaranteed the payment of the British Linen 
Company notes; but the answer was in the negative, 
and that the Bank of Scotland need not take the notes, 
if they were not satisfied of their safety. In August 
1766, intimation was given to the British Linen Com- 
pany, for what reason does not appear, that their notes 
would not be taken after Christmas, and their cash- 
credit was superseded. The Company were evidently be- 
coming formidable opponents by this time. InMay1771 
both banks intimated publicly that they would take the 
British Linen Company’s notes. This went on till 1781, 
when it was surmised that the British Linen Company 
were applying for a charter to “ enable them to bank,” 
and the two old banks lodged a caveat. The opposition 
was renewed in 1810-13, on the ground of “inexpe- 
diency and injustice.” The two banks were wedded, 
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even to the last shred of their now valueless monopoly; 
and it was not till 1849 that the well-earned position 
of the British Linen Company as a banking corporation 
was by charter at last fully and clearly recognised.” 
The British Linen Company’s banking operations 
attracted attention at a very early period. It was 
the fashion of the time to promote different branches 
of industry by the grant of royal charters, and such a 
charter was granted + to the Society of the Free British 
Fishermen, for the encouragement of Fisheries; but evi- 
dently to guard against that Society following the ex- 
ample of the British Linen Company it was provided— 
ve For preventing the Society from interfering with the business 
of the Bank of England, the Bank of Scotland, or the Royal Bank 
of: Scotland, that the Society shall not deal in bills of exchange or 


inland: bills or notes ; shall not receive monies or keep the accounts 
or cash of any person other than their own 3 shall not anyways use 


* Since this paper was read, a friend has kindly sent me from one of 
the public libraries a little volume bearing the title : ‘Proceedings in 
an Application at the Treasury for an Increase of Capital by the British 
Linen Company,’ printed in London in 1813. It consists of a memorial 
by the Bank of Scotland and Royal Bank to the Prince Regent against 
any charter being granted to the Company for carrying on, in a corporate 
capacity, the business of a public bank in Scotland, with observations 
thereon by the Company, followed by remarks, notes, answers, replies, 
and duplies, according to the style of pleading of that day. This for- 
midable array of pleadings fully bears out the statement in the text, 
that the old banks “were wedded even to the last shred of their now 
valueless monopoly ;” and it shows the perverse ingenuity with which 
they opposed the recognition, by charter, of the British Linen Company 
as a bank, at least fifty years after it had been universally recognised in 
Scotland as having that character, Toa lawyer the argument is inter- 
esting for its logic, learning, and “fence ;” but to the ordinary reader 
the common-sense and the dignity are on the side of the Company. It 
is stated that the Company began to issue notes in 1747 ; but I rather 
think the statement in the text ig correct—that they did not issue notes 
as bankers till 1750, those previously issued having been given in pay- 
ment of goods, 

t 11th October 1750, 
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the banking business ; shall not issue any bills or notes payable on 
demand, for the loan of money with or without interest ; and shall 
not lend money at interest on any pretext whatever.” 


The five-and-twenty years succeeding the introduc- 
tion of private issues form the dark age of Scottish 
banking. Almost every town started its own bank. 
Perth had no fewer than five issuing companies ; 
Caithness and Dumfries, Falkirk and Arbroath, Cupar- 
Fife and Kilmarnock, even Borrowstouness and Kirk- 
liston, all had their native bankers. Notes for 5s., and 
even for Is., were in common use, and coin completely 
disappeared. The optional clause was universally 
adopted. James Smitton, of the North British Coffee-- 
house, Edinburgh, gave his promises to pay the bearer _ 
2s. 6d. sterling on demand, in money or in drink. 
The Dundee Bank of George Dempster & Co. refined 
on the option, for they promised to pay one pound on 
demand, “or, in the option of the directors, one pound 
and sixpence at the end of six months, either in cash 
or in notes of the Royal Bank or Bank of Scotland.” 
The holder of one of the Dundee notes might thus 
on demanding payment be met by the optional clause, 
and at the end of six months he might be paid in an 
Edinburgh note, which also contained the optional 
clause, so that he would not be entitled to coin till the 
expiry of twelve months after his first demand. Well 
might a public writer of the time say : ‘Since the be- 
ginning of the world there never was a nation so much 
abused by banking as Scotland is at present, and pro- 
bably never will be again till the end of time.” 

The Royal Bank seems to have been strongly 
opposed to the optional clause, and for thirty years 
after its first introduction, continued to promise to pay 
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cash on demand; but at last in 1761, we read in the 

press that “the Royal Bank, and likewise the British 
Linen Company, had lately, in self-defence, issued con- 
ditional notes ; so that this precaution is now used by 
the two established banks, as well as by others, who 
have set up companies without legal authority.” 

The counties took up the matter at their annual 
meetings. They all agreed as to the distress that had 
arisen from what is described as the ‘‘ boundless ex- 
tent of paper currency;” and, without exception, they 
denounced the optional clause, and in most cases came 
to resolutions to take no notes save those of the Edin- 
burgh banks. They were sore beset. They held the 
only store of specie in the country ; and it was drained, 
first by the total failure of the crop of 1756, when 
£200,000 was sent abroad for the purchase of grain ; 
then by war; then by the withdrawal of English 
money, sent down to Scotland after the peace of 1748, 
but now recalled for speculation in the funds—to which 
purpose also Scotch money was then, it is said, too freely 
applied. One writer, in very forcible language, says : 

“ Before Scotsmen became stockjobbers we had a deal of English 
money in Scotland ; but now we must have hundreds of thousands 
of our money in England in the Stocks. Cash is to be had nowhere 
but in the banks. It is rare to find 5s. or 10s. of silver in any 
house in the country. Goto any of the banks, and you shall see 
them crowded with chairmen, caddies, livery -servants, oyster- 
wenches, whores, old women, and children, —all the spawn of 
blood-suckers from England and Glasgow, who come to reside in 


Edinburgh to push the exchange business, and who leave no method 
untried to distress the banks and ruin the country.” — 


In the year 1756, a question came-before the Court 
of Session regarding the notes of private companies. 


John Watson, W.S., held a bill, accepted by James 
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Chalmers of Leith, for £66; of which Chalmers offered 
payment, partly in notes of a Glasgow company. 
Mr Watson had faith in the Edinburgh banks, but 
none in Glasgow notes, which he refused, and protested 
the bill. He submitted to the Court— 


“Tn his own name, and on behalf of the whole other subjects in 
Scotland,” various objections “to the very being and constitution 
of the Glasgow banks, which he humbly conceived to be public 
nuisances ;” and he went on to say, “that, though considerable 
advantages may arise from the circulation of notes in order to 
supply the scarcity of specie, when kept within proper bounds, it 
is a clear case that, if a just proportion is not maintained between 
the specie in the country and the paper credit, every such excess 
must be attended with fatal consequences,—that, as this is a matter 
of police, it has been considered that banking companies could 
only be established by Act of Parliament or grant from the sove- 
reign,—and that the issuing of these notes by private companies is 
a downright imposition.” 


It was, of course, held that the notes offered were 
not a sufficient tender.. 

The question of the legality of note issues by pri- 
vate companies was stirred a year or two later in the 
case of Trotter, already referred to, and argued on 
economic as well as legal grounds, with considerable 
force and ability on both sides. But the contention 
against freedom of issue was of course hopeless. 

Public opinion was at last fairly roused, and the 
prostitution of paper money was checked by the Act 
of 1765, which prohibited notes with an optional 
clause, or for less than twenty shillings, after Whit- 
sunday 1766. It is satisfactory to find both banks 
uniting their influence in favour of this most salutary 
measure, which was the first step in the direction of 
control over the irrational issue of paper, by which the 
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credit of the country had been, if not imperilled, at 
least severely tried. 

While the strain lasted, the banks resorted to Mane 
correctives. Among others, shopkeepers having credits 
were required to come under an obligation, with a 
penalty, not to employ any English merchants or 
tradesmen who send down their clerks or their riders 
here, as they carry back a great deal of specie. About 
the same time I find a credit given to a west-country 
peer, his factor undertaking to discourage the taking 
of notes of private companies by proclamation at the 
church-doors and in the market-places of the district. _ 
The banks also curtailed their cash-credits in 1761 by 
one-fourth,—a step very strongly denounced in the 
press. In the same year they, for the first time, began 
to allow interest on all money lodged with them, al- 
though previously interest had been occasionally paid 
by special arrangement, on sums lodged for fixed 
periods. The advertisement, dated 20th March 1761, 
is interesting :— 

“Both the banks at Edinburgh established by Parliamentary 
authority hereby give notice, — That they have resolved to 
receive in money, at their respective offices, in the way of bor- 
rowing, on the treasurer or cashier’s receipts, for six months cer- 
tain, or longer, as shall be agreed on, at the rate of five per centum 
per annum; and at four per cent per annum repayable on de- 
mand on conke accounts, free of all charges. That this measure is 
taken to avoid the inconveniency of a sudden call upon their 


debtors, and towards the support of public credit, trade, and manu- 
EAE which have always been the care of the banks.” 


The abridgment of the cash-credits by the two old 
banks, and the caution exercised by them at a time 
when they had to bear the brunt of the demand for 
specie, led to a great outcry for more liberal bank- 
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ing accommodation, and to meet this demand the 
Ayr Bank of Douglas, Heron, & Co. was established 
in 1769. Formed with a proprietary embracing 
Scotchmen of the foremost rank and wealth, it began 
business with a paid-up capital of £160,000, and was 
rapturously welcomed by the country as a regenerator 
of trade and agriculture, and as destined to over- 
shadow, and by-and-by to supplant, the stingy, illiberal, 
unpatriotic old banks! But the constitution was 
thoroughly unsound. There were three governing 
boards—at Ayr, Edinburgh, and Dumfries—with co- 
ordinate powers, and no proper head. The manage- 
ment was from the outset vicious. Credits were reck- 
lessly given, and notes were thrown out broadcast, 
as if they would never return for payment. Within 
a year it was on the verge of ruin; and four years 
after its establishment the company was in liquidation, 
ending ina loss to the 235 unfortunate proprietors of 
nearly £700,000.* There is no more sad or instruc- 
tive lesson for Scottish bankers than that which we 
read in the precipitation and fall of Douglas, Heron 
& Co.; for nowhere else in our history—not even in 
the fall of the Western Bank—is ignorant and reckless 
management seen to bring about so surely and so 
speedily its inevitable and fatal result. 

Turning from that dark page to a brighter, no 
sketch of Scottish banking can omit reference to the 
bank of Sir William Forbes & Co. Commencing as-a 
house of business about the year 1723,t under the 
firm of John Coutts’ & Co., we find them a little later 


* Appendix C. 
+ ‘Memoirs of a Banking-House,’ p. 3. Out of this firm sprang the 
eminent banking-house of Messrs Coutts & Co. of London, 
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as merchants dealing extensively in grain, and en- 
gaged in the exchange trade. In 1754 they were 
regularly established as a banking - house, taking 
deposits at interest ; and in 1782 they began to issue 
notes. The firm underwent various changes before 
1773, when the name of Sir Wm. F orbes, J. Hunter, 
& Co., by which the house was so long known, was 
adopted, After a prosperous and most honourable 
career of upwards of a century, the house was merged 
in 1838 in the Glasgow Union Bank, which, in 1843, 
became the Union Bank of Scotland. 

The year 1772 was a very disastrous one. Many 
eminent houses in London gave way. Several private 
banking companies in Scotland failed, besides Douglas, 
Heron, & Co. But, on the whole, the shock to public 
credit was borne well in Scotland; the two old banks 
and the British Linen Company were unaffected ; and 
it is wonderful that, after a career of such folly as had 
marked the previous twenty years, the crisis was sur- 
mounted so successfully. 

Matters having settled down after this crisis, we 
find the Bank of Scotland in 1774 commencing the 
branch system for the third time, and now with suc- 
cess, by planting branches at Dumfries and Kelso. 
The Royal Bank was not so enterprising. In 1780 
a proposal was made to the directors to establish 
an agency at Paisley, but their resolution was “ not to 
meddle with any such business as establishing branches 
in any part of the country.” Three years later, they 
placed a branch -at Glasgow.* But notwithstanding 


ig We are told by Mr John Thomson, in his evidence before a Com- 
mittee of the House of Commons in 1826, that this branch, then under 


his charge, “did more business than any other individual office in Scot- 
land, or out of London.” 
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_ the success of this step, the policy of 1780 was obsti- 


nately adhered to for nearly eighty years. 

To the alternations of prosperity and depression in 
the trade of the country towards the end of the cen- 
tury; to the wars of that period, and their attendant 
financial disorders, culminating in the great crisis of 
1793, and in the Bank Restriction Act—restraining 
the Bank of England from longer paying in specie, 
—I can only allude. Two or three small private 
banks in Scotland failed, but the banking system was 
in no way shaken, and no incident in the history of 
Scottish banking during those years calls for par- 
ticular notice. Rather let me confine myself, before 
passing on to the present century, to pointing out 
that, throughout the dark and disastrous period 
which we have been reviewing, the two banks, now 
generally acting in concert, though with occasional 
outbreaks of jealousy, really sustained the credit 
of Scotland at a time when it was sorely tried. They 
were allied in hostility to the private issuers, at 
first undoubtedly from narrow motives, but latterly 
from an intelligent perception of the evils of an un- 
regulated issue of practically inconvertible paper, the 
weight of which was becoming more than they could 
bear—for they bore it. Even when the great disaster 
of Douglas, Heron, & Co.’s failure came, we find the 
two banks coming to the public relief by retiring the 
notes of that company, to what must in those days 
have been an enormous extent.* In September 1775, 
“it having been suggested that a loan of a consider- 
able sum of money would be of great service to the 


* In June 1774 the Royal Bank had taken up £65,000 of these notes, 
besides having a balance of about £40,000 due on a current account. 
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trade of the town of Glasgow,” the directors of the 
Royal Bank offered their old foes, the two Glasgow 
banks, a loan of L.50,000; and towards the end ‘of 
the century, when the Government intended raising 
the year’s supplies by voluntary subscription, the 
directors resolved to subscribe L.100,000. Many 
similar instances, I am sure, might be cited from the 
records of the Bank of Scotland. Large, liberal-minded, 
broad views of this kind, of which there are many 
examples, “cover a multitude of sins,” and warrant us 
in claiming for early Scottish banking that it was not 
unfaithful to the trust, to which, let us hope, it will 
always remain true, of supporting the credit of the 
country in times of difficulty and distress. 


The period extending from the opening of the pre- 
sent century to the year 1844 was in every respect 
healthier than that which we have just been review- 
ing. Our banking system now enters upon its early 
and vigorous manhood, during which all the great 
joint-stock banks still existing were formed. At 
least two companies—the Dundee Banking Company 
and the Aberdeen Banking Company—were formed 
last century, with numerous partners, and with more 
or less of a joint-stock character, but their contracts 
of copartnery were for limited periods; and it was not 
till 1810 that a company, based on a joint stock, 
divided into transferable shares, and contemplating 
perpetual endurance, was projected, under the name 
of the Commercial Bank of Scotland. Of its origin, 
we find a very interesting account given by Lord 
Cockburn :— 


“The rise of the Commercial Bank,” says his lordship, “marks 
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the growth of the public mind. It seems odd now that so slight 
an occurrence as the opening of a private association of money- 
changers could do so. But the principle on which this one was 
erected must be considered. No men were more devoid of public 
spirit, and even of the proper spirit of their trade, than our old 
Edinburgh bankers. Respectable men they were; but, without 
talent, general knowledge, or any liberal objects, they were the 
conspicuous sycophants of existing power. What else could they 
have been? All the Whig business of the country would not have 
kept them going for a week ; and Government dealt out its patron- 
age in the reception and transmission of the public money only to 
its friends. So.they all combined banking with politics. Not that 
they would discount a bad bill fora Tory, or refuse to discount a good 
one fora Whig ; but their favours and their graciousness were all 
reserved for the right side. A demand for a bank founded on more 
liberal principles was the natural result of this state of things as 
soon as these principles had worked their way into any consider- 
able portion of the community. Hence the origin of the Commer- 
cial, professing to be the bank of the citizens. It was not meant, 
and has never acted, as a political engine ; nor were all even of its 
founders, and still less of its proprietors, of the popular party. 
But simply because it was understood to be erected on the principle 
of excluding politics from its trade, and tended consequently to 
emancipate the people, its announcement was a clap of thunder ; 
and efforts, of which the virulence attested the necessity of the 
establishment, were made to crush it. It prevailed over these 
unworthy attempts, and was at the time, aud until the other banks 
were tamed, of incalculable benefit. Moderating the illiberality of 
the other establishments, by freeing the citizens from their absolute 
control, it deeply and silently improved the condition of our middle 
classes, on whose rise its effects have been far more real than 
apparent.” 


We can scarcely feel flattered by this description, 
but we must “grin and bear,” placing against it the 
testimony of Professor Jevons, to “the wonderful 
skill, sagacity, and caution with which Scotch bankers 
have developed and conducted their system;” and 
taking refuge in the belief that “want of public 
spirit, of talent, general knowledge, or any liberal 
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objects,” was only his lordship’s way of saying that 
the Tories were then, as we are often told they are 
still, the “stupid party.” I will, however, very cordi- 
ally admit that, if for nothing else, the Liberalism of 
1810 is entitled to our thanks for giving life to the 
ereat institution of the Commercial Bank. 

Besides the Commercial, eight joint-stock banking 
companies had been established before 1826, of which 
only two now survive—the National Bank of Scot- 
land and the Aberdeen Town and County — both 
dating from 1825. 

All of these joint-stock banking companies laboured ~ 
under two serious disabilities. Not being corporations, 
they could hold heritable property only through trus- 
tees, and they could not sue or be sued under their 
descriptive name. They had not, and could not well 
have, what lawyers call a social name like the earlier 
private banks—as, for example, the Ship Bank of 
Glasgow and the Ayr Bank, which were known to the 
law only by their social firms of Colin Dunlop Hous- 
ton & Co., and Douglas, Heron, & Co. This latter 
disability was removed by-an Act of Parliament passed 
in 1826, enabling joint-stock banks to sue and be sued 
in name of their principal officer; and this important 
Act continued for nearly forty years to be the sole 
charter by which such banks could practically exist. 
Between 1826 and 1844 nine joint-stock banks were 
established, and five of them still exist,—the North of 
Scotland, formed in 1836; the Clydesdale, in 1838; 
the City of Glasgow and the Caledonian, in 1839; and 
the Union, uniting a number of much older establish- 
ments, in 1843. 


The Commercial and the National banks obtained 
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charters of incorporation on the same day, 6th August 
1831. All the others have now the benefit of incor- 
poration under the Companies Act of 1862. 

In 1819 there were twelve private banks, but they 
had all passed away by 1838, At the same date there 
were nineteen joint-stock banks, with eighty-two 
branches. Between 1819 and lst January 1845 
fourteen joint-stock banks were formed, and thirteen 
were discontinued from amalgamation and otherwise ; 
and at the latter date there were twenty banks, with 
three hundred and eighty-two branches. The ab- 
sorptive power of joint-stock banks with large capi- 
tal, as well as their power of branch expansion, had 
thus come into full play. The deposits had increased 
from twenty millions in 1826 to thirty-three millions 
in 1845. 

The period we are now noticing was, with a few 
breaks, one of great prosperity. Trade was active as 
it never had been before ; and although we now know 
that the seeds of future disaster in the banking world 
were then sown, we must look back on the years from 
1810 to 1844 as the time when the substantial super- 
structure of our banking system was reared on the 
solid foundations laid a century before. It may be 
that for a time trade was over-stimulated ; and it is 
unquestionably true that some of the new institutions 
departed from the sound lines on which the older had 
for long proceeded; but we cannot but rejoice that 
by means of the freedom enjoyed by Scotland, the 
system of private banking, fraught with so much mis- 
chief in the provinces of England, was with us sup-. 
planted by a system enjoying a broader, a more 
national and more solid basis. 
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Not the least eventful period of our history is that 
which commenced with the passing of Sir Robert 
Peel’s Act of 1844, and the complementary Act of 
1845. The former prohibited the establishment of 
any new bank of issue; the latter required us to hold 
coin to the extent of any excess of issue beyond the 
average amount, as then ascertained. I am not going 
to enter into any discussion as to the policy or effect 
of these Acts. Indeed it has been my purpose 
throughout to avoid topics of controversy, and to 
confine myself to historical facts. Personally, I have 
never hesitated to accept the legislation of 1844-45 
as in principle sound, and in policy expedient, al- 
though faulty in detail. But on this point the greatest 
possible diversity of opinion exists; and you who are 
to be the future guides of our banking system ought 
well to study the vexed question. All I will say here 
and now is, that never did Scotland make such pro- 
eress during a single generation as she has done since 
1844; and I firmly believe that but for these Acts, 
our banking system and our general financial position 
would more than once have been exposed to shocks 
which would not have left them in the almost un- 
stained credit in which they stand to-day. 

As regards the banks, now eleven in number, the 
period since 1844 has been one of marvellous pros- 
perity and expansion. The branches have increased 
from 382 to 925; the deposits from thirty-three to 
upwards of eighty millions. Dealing with the eight 
larger banks, of which alone I have the figures, I find 
that at the selling price of 1845 the value of their 
capital of under seven and a half millions was about 
twelve and a half millions. The value of their present 
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capital of nine millions is now upwards of twenty- 
five millions. The average price of their stock in 
1845 was 183 per cent—now it is 283 per cent. 

As regards the public of Scotland, I am very certain 
that they have banking facilities of a kind and to 
an extent quite unknown in any other country. A 
change in the law may come, although it is not im- 
minent ; and it will not come save with the acquies- 
cence of the people of Scotland. The change, if and 
when made, will assuredly not be in the direction of — 
freedom of issue; and unity of issue means, as far 
as Scotland is concerned, a total revolution in our 
present system, in the maintenance of which, I am 
satisfied, the preponderating interest now lies with 
the people rather than with the banks.* 

Prosperous as it has been, the darkest incident in 
our story belongs to this period. The failure of the 
Ayr Bank in the last century was a great disaster. The 
failure of the Western Bank in our day was a greater 
~ still. It carried misery and ruin to many homes. Iam 
not going to enter on the sad history: it is accessible 
to you all. Suffice it here to say that the footing on 
which that bank was from the outset avowedly con- 
ducted was radically vicious, and contravened the 
essential principle on which Scottish banking has for 
a century and a half been based. I wish time per- 
mitted me to read to you the sound views in regard 
~ to reserves laid down by the late Mr Blair, writing on 
behalf of the Edinburgh banks, in correspondence with 
the Western Bank as early as 1834, when, little more 
than two years after its establishment, they came to 
its relief. These were repeated in 1838, and enforced 
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month after month by the urgent counsels and warn- 
ings of Messrs Jones Loyd & Co., the London agents 
of the bank. Mr Blair’s correspondence rescues the 
Scottish banks from all participation in or complicity 
with the unsound principles of management which 
left the Western Bank in 1834, in 1839, in 1847, and 
in 1857—indeed, in almost every year of its existence 
—utterly unprepared for an emergency.* 

The loss sustained by the shareholders of the 
Western Bank,—whose prompt response to overwhelm- 
ing calls forms almost the only bright feature in the 
dark chapter,—amounted to about £2,700,000, spread 
over 1200 proprietors. The holders of no fewer than 
13,000 shares, representing £650,000 of capital, not 
only lost their stock, but surrendered their all, 
without being able to satisfy the claims upon them. 
How many more nobly struggled, and with success, 
honourably to meet their habilities at the price of 
comparative poverty, and even of want, we cannot 
tell. No right-minded man, placed in a position of 
banking responsibility, can fail to be oppressed by 
the sad and painful lesson taught by this great cata- 
strophe, or to feel very deeply how much and what 
widespread evil and ruin may result from laxity and 
imprudence. 

I cannot pass from this subject without reference to 
the unfortunate step taken by the Edinburgh banks 
during the panic of 1857, when, for a day or two— 
forgetting the better and wiser policy of 1772—they 
refused the notes of the two suspended banks.t Their 
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+ The failure of the Western Bank produced a run on the City of 
Glasgow Bank, which had for a time to suspend payment. 
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ultimate payment was never in doubt; and such a 
step was calculated to ageravate—and it did immea- 
surably aggravate—the feeling of distrust at a time 
when it was alike the duty and the interest of the 
banks to calm and soothe the alarm and apprehen- 
sion of the people. Great allowance, no doubt, must 
be made for the fears and excitement attending an 
event so unprecedented as the stoppage of a large bank 
in Scotland, but still the step was unwise. 

It is impossible to close without allusion to what is 
now known as the “invasion of England” by some 
of the Scottish Banks. We must all regret any 
misunderstanding with our neighbours in the south; 
and it is to be hoped that now that they have had 
full opportunity of ventilating their grievance, matters 
may quietly settle down. I should think it improb- 
able that any new raid will be made on their rich 
provincial pastures—and in London there is surely 
room for all. At all events, the right of entrance to 
the great centre of monetary affairs is one which 
Scottish bankers will, I have no doubt, resolutely 
defend ; and for one, I have no fear as to the issue.* 


Gentlemen, I have done. I am sure I have ex- 
hausted you—but not the materials for a history of 
Scottish banking. I do trust that as one of the fruits 
of the formation of the Institute of Bankers in Scot- 
land, we may by-and-by have a history of the system 


*T have said all that I have to say on this subject elsewhere (see 
Blackwood’s Magazine, June 1875), and I have seen no reason to change 
the views there expressed, The Government, through the Chancellor 
_of the Exchequer, in May 1876, told our English friends, in very distinct 
terms, that they declined to give the Scotch banks “ notice to quit.” 
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with which you are associated, worthy of that system, 
and of your Institute. 
Only one word more to my younger friends. You 
“are engaged in a business where dull, dry routine pre- 
vails. This is the misfortune of our calling. There is 
for the younger members too little stimulus to mental 
exertion; and if you are to rise out of the ordinary 
groove, it must be by aiming at higher objects than 
your daily office life pion availing yourselves 
in earnest of such opportunities as your Institute 
affords for your professional training—by the exhibi- 
tion of strength of character, and by making it mani- 
fest by your success in your studies, and by energy 
and fidelity in the discharge of present duties, that you 
are fitted for the more important positions in the pro- 
fession to which you belong. Professor Jevons tells 
s “that Scotch bankers are guiding the course of de- 
velopment of the banking system in England, India, 
the Australian colonies, and everywhere ;” and this is 
unquestionably true. He is pleased to add that this - 
is being done with “conspicuous success,” and it is 
not for us to say him nay. The superior offices at 
home are few in number, but there is an unlimited 
field abroad, where honourable position may be at- 
tained ; and it is to this field that young men should 
look for promotion, unless they are content—and I 
should be sorry to think they would be content—with 
the very moderate remuneration which even long ser- 
vice secures at home. All of you cannot be heads ; 
but it is most desirable that the higher offices should as 
far as possible be filled from your ranks—and no one 
wishes more sincerely than I do that the efforts of 
your Institute may tend in that direction. Show that 
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you have capacity, and do not lean on influence, for it 
will prove a broken reed. You, my yottng friends, 
will best meet the requirements of your position by 
faithful work in your several spheres, by earnestness 
in your studies and exertions as members of this 
Tnstitute,—where, I do say, your success is not unob- 
served,—and by exhibiting what, after all, is the most 
important—the essential requisite of eoty banker— 
good sound common-sense. 


APPENDIX. 


A, 
CASH-CREDITS. 


THE minutes of the Directors of the Royal Bank instituting 
the cash-credit system which has ever since been a distinc- 
tive feature in Scottish banking, are as follows :— 


12th March 1728. 

“A motion being made, That the giving credit to mer- 
chants or others who keep, or for the future shall keep, cash- 
accompts with the bank, may be an encouragement to trade, 
and enlarge the circulation of the credit of this bank— 
__ “ Resolved,—That such merchants or others as keep, or for 

the future shall keep, cash-accompts with this bank, shall 
have credit for any special sum they shall fix upon, not ex- 
ceeding Four Thousand Pounds at any one time—the person 
demanding such credit making a proposition to a Court of 
Directors, bearing the credit demanded, and the security to be 
given for such credit—which security must be according to 
the rules of the bank in the case of ordinary lending, whether 
on personal security, pledge, or land security ; and further, 
the person demanding such credit shall give an obligement 
to certain articles, which obligement and articles are to be 
settled and adjusted by a subsequent court.” 
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31st May 1728. 


“Pursuant to the resolution of the Court of Directors of 
the twelfth of March last, the Court resumed the considera- 
tion of the method of keeping cash-accounts with such mer- 
chants and others as may have occasion to overdraw on the 
bank, and the rules to be observed by them, and the form of 
the security or obligation of credit to be granted by them 
according to that resolution— 

« Resolved,—That such merchants and others as shall be 
allowed to overdraw on their cash-accounts on the bank, shall 
become bound to observe and perform the articles, rules, and 
conditions hereinunder written, and to give an obligation of 
credit of the tenor thereunto subjoined, viz.:— 

“ Articles, Rules, and Conditions to be observed by such 
merchants and others as keep a cash-account with 
the Royal Bank of Scotland, and who in virtue 
of the obligation of credit hereunto subjoined, are 
allowed to overdraw on the bank in their cash- 
accounts. 

“1mo. That a book for a cash-account be taken from the 
cashier of the bank by every such person as keeps a cash- 
account with the bank, wherein such money and bills, &c., as 
shall be lodged by him at any time in the bank on a cash- 
account, shall be written and marked by the teller receiving 
the same, with the initial letters of his name, which shall be 
a sufficient voucher to bind the bank for payment of the 
money, &c., so lodged. 

“2do. That every such person who keeps’ a cash-account 
with the bank, do draw his cash out of the bank by bills 
drawn on the bank’s cheque paper, which shall be delivered 
to him for that purpose, in the terms following, viz.:— 

\ ? 


a5 day of 1728. 
Pay to C. D. or the bearer 
sterling. 
(Signed) ACE! 
To the Cashier of ; 
The Royal Bank of Scotland. 


™ 
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But if the person keeping such cash-account shall come to 
the bank himself, he is to write an order on the cashier upon 
any paper as follows :— 
£ Edinburgh, day of 1728. 
Write off my cash-account sterling. 
(Signed) Ax B: 
To the Cashier, &c. | 


When a person overdraws on the bank, thus :— 


ar day of 1728. 
Place to the debit of my cash-account with the bank 
sterling. 


(Signed) dase 
To the Cashier, &c. 


“ 3tio. That at the end of every half-year—that is, within 
six months from the commencement of the cash-account at 
least—every such person shall by himself or his lawful at- 
torney, settle and close his cash-account with the bank for 
the preceding half-year. 

“Ato, That every such person, in consideration of an obliga- 
tion of credit to be executed by him according to the form 
hereunder written, may draw upon the bank for any sum not 
exceeding the sum that shall be agreed on by the bank to be 
filled up in such obligation, such person paying according to 
the legal interest for whatever sum or sums he shall draw 
at any time out of the bank over and above his own cash in 
virtue of the credit of the said obligation, which interest 
shall continue and be running during all the time the bank 
shall be in any advance for or on account of any overdrafts, 
and no longer :— 


“Form of the Obligation of Credit to be executed by 
such as are allowed to overdraw in their cash- 


accounts on the bank. 
“J A, and with me B and C, are hereby become bound and 


obliged conjunctly and severally, our heirs, executors, and 
successors, to pay to Allan Whitefoord, cashier of The Royal 
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Bank of Scotland, or his successors in office, for the use of 
the said Royal Bank the sum of = Ves 
at least so much thereof as I the said A shall have overdrawn 
in my cash-account with the said Royal Bank, with the due 
and lawful interest thereof, from the time the Royal Bank 
shall be in advance for me the said A, with twenty pounds of 
penalty for every hundred pounds in case of failzie; and it 
is hereby declared that all bills, orders, or receipts, drawn or 
granted by me the said A on or to the cashier of the Royal 
Bank, shall be sufficient vouchers to constitute the debt 
against me, as well as to discharge the cash I from time to 
time shall have lodged in the bank.” : 


The cash-credit system is both ingenious and simple. To 
be able, on credit, to draw on your banker as and when you 
may find necessary, and to be charged interest only for the 
time you find it convenient to use the bank’s money, is the 
ne plus ultra of banking accommodation. That is the essence 
of the system which since 1728 has been largely instrumental 
in the development of our agricultural and mercantile enter- 
prise. It had its origin, as we see from the first of these 
minutes, in the desire to encourage trade, and to promote the 
circulation of the bank’s notes. Perhaps if we were to place 
the latter motive first, we would be doing the directors little 
injustice; but that it fully accomplished the other object is 
matter of history. It is also certain that, on the whole, cash- 
credits have been granted with such caution in the past that 
they have proved profitable to the banks, as well as most 
advantageous to the public. But undoubtedly the system 
never would have been introduced save for the note-issues. 
A cash-credit account was* advantageous to the.bank mainly 
through the frequency and extent of the operations upon it— 
all payments out being made in the bank’s own notes, and all 


*T say was, for the Act of 1845 has made a very material change. 
The banks have now lost the advantage arising from increase or activity 
of circulation through the operations on such accounts, and cash-credits 
can only be looked on as one mode of investing their resources. 
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payments 7 being made in mixed notes. In so far as the 
notes put out were absorbed by the public, the bank gained 
the interest as the quid pro quo for the use of its credit. But 
of course the moment the legitimate requirements of the public 
for paper currency were satisfied, advances on cash-credits be- 
came a loan not of credit but of capital; for although the ad- 
vances might be in the form of notes, the superfluity would 
immediately return on the bank for conyersion,| The Ayr Bank 
failed to see this, and fancying that they had only to provide 
a sufficient supply of paper, they granted credits so recklessly, 
that within a few months after beginning business they were 
obliged to resort to the system of finanee paper on London, 
which proved their ruin. Iam not sure that the old banks 
always kept the dangers of cash-credits—for they have dan- 
gers—clearly in view last century. Else why did they volun- 
tarily bear the burdens of all the private banking companies 
by granting cash-credits to them ? 

When the state of matters got healthier, and large joint- 
stock banks grew up, and each leant on its own resources, 
cash-credits were limited to traders ; and so long as they were 
not granted in excess of the portion of the bank’s resources, 
fairly applicable to such a mode of investment, or in excess 
of the healthy requirements of trade, they were mutually 
advantageous. But we can quite understand the fears of our 
a predecessors in 1826, when they told Parliamentary Com- 
mittees that if our note-issues were prohibited the cash- 
credit system was doomed. This would probably be the 
opinion of Scotch bankers still. 

Why? And why is it that the system of cash-credits, so 
manifestly beneficial to the public, has not been adopted in 
England? And, yet again, why is it that our system of 
allowing interest on current accounts has been, after a trial 
of several years, abandoned the other day by the London 
joint-stock banks? The answer is, that without note-issues 
having a national circulation and credit these facilities are 
all but impossible. 

To illustrate this, suppose John Smith & Co., of London 
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and Glasgow, to have a cash-credit for £1000 with their 
London bankers, and a similar credit in Scotland. Every 
cheque they draw on London has to be met on presentation, 
in legal tender, and the London banker must be prepared to 
meet at all times, in money, every cheque drawn up to the 
limit of the credit. Just so with the balance on a current 
account. Now go to Glasgow. The cheques drawn on the 
Scotch bank, whether on a cash-credit or on a current account, 
are, just as in England, demandable in legal tender («.¢., 
in coin in Scotland); but, in point of fact, coin is never. 
taken, and the native notes are universally preferred.* These 
notes will within a day or two—most probably the same 
day—reach another bank, and be brought the following 
morning into the exchange against the issuer; and if the 
balance is against the issuer on the final clearing, he will 
grant a draft on London at five days’ date for that balance. 
He has thus never less than eight days to provide for any 
unusual or unexpected adverse balance in the clearing- 
house. Hence we can afford in Scotland to do what the 
London banker cannot do, for his adverse balance must be 
met the same day. All this would, of course, be changed if 
the note-issues were abolished. Loans would continue to be 
given, but they would, as in London, be for fixed periods and 
of fixed amounts, and given with reference to the banker's 
resources at the moment. Cash-credits—which at present are 
given in Scotland with reference to each banker’s general 
experience of the working of his own concern, and of the 
average demands on his resources, and with ample time, by 
the sale of consols or otherwise, to provide in London for any 
exceptionally large or unexpected demand upon him—would, 
I think, almost necessarily cease, and with them probably— 
T would almost say certainly—the allowance of interest on 
current accounts. 


* I believe I am strictly correct when I say that at all the offices of the 
Royal Bank (upwards of a hundred in number) £5000 in gold will not change 
hands in a week, and a very large portion of that sum is taken in the shape 
of half-sovereigns for convenience in the payment of wages, 
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I have been led to make these remarks by way of showing. 
one of the important functions of note-issues in Scotland as 
regards the public advantage, and it is only one of several. 
But it shows how completely the banking system of Scot- 
land would be overturned by the only change which is pos- 
sible; for, as stated afterwards in the text, I believe a return 
to the freedom of issue which existed before 1844 is utterly 
hopeless. The choice is, therefore, not between the so-called 
monopoly of the existing Scottish banks and the old freedom, 
but between the legal tender of the Bank of England and the 
system which now exists in Scotland.. When the people of 
Scotland become persuaded that they will have greater facil- 
ities under a Bank of England note circulation than they 
have now, I have little doubt they will be gratified, whatever 
political party may be in power. 


B. 


FATE OF THE “BANK. AT ABERDEEN.” 


“Some Years ago,a Bank was erected at Aberdeen by a 
Company of Merchants, who at that Time were in high 
Reputation and Credit in the Country. It was erected, like 
this Glasgow Bank, upon a Plan of Trade and Profit to the 
Undertakers, without any sufficient Provision for an ade- 
quate and lasting Stock, or proper Security to the Country. 
When Money is scarce, if the Undertakers of such Banks 
have any Name or Reputation, there is nothing so easy as 
to push the Circulation of their Notes. These Aberdeen 
Bankers prevailed in this without Difficulty, to a very con- 
siderable Extent, and probably would in a short Time have 
driven the publick Bank-notes out of the Circle of the Nor- 
thern Provinces. The Banks, however, did not think them- 
selves bound to be idle and inactive Spectators of so danger- 
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ous an Usurpation of their Credit in those Countries ; upon 
the same fair, justifiable, and even laudable Plan as in this 
Case, they employed an Agent at Aberdeen, with Powers and 
Instructions by all fair Means to restore and promote the 
Circulation of their own Notes, and for that purpose to give 
them in Exchange for Aberdeen Notes, and demand Payment 
from the Bank there, in Money or publick Notes, for all such 
of their Notes as might in this Manner come into their 
Agent’s hands. This was a fair and unexceptionable Pro- 
ceeding, tending at once, by Means, which it is impossible to 
blame, in the way of Trade of any Sort, to restore the Cireu- 
lation of their own Notes in that Country, and to try the real 
Foundation and Security of this upstart Bank. The Conse- 
quence was, that these Undertakers, having secured no Stock 
in Bank in any proportion adequate or suitable to the Cir- 
culation they had pushed, upon a very inconsiderable De- 
mand, their Nakedness and Inability was discovered. They 
had not the Confidence indeed to abuse the Agent of the 
publick Banks with mock Payments and dilatory Tricks, but 
upon a Process being brought for Payment of about 12 or 
14007. of their Notes, they made Payment as fast as they 
could get Funds, called in their Notes, divided their Shares, 
and gave up the Bank; which was the greatest blessing that 
could have befallen that Country, which must have been in- 
volved in the Ruin and Bankruptcy of the principal Under- 
takers, which ensued very soon thereafter.” 


BANKING IN GLASGOW. 


The paper of Messrs Cochran, Murdoch, & Co., which bears 
the signature of Ja. Montgomery, as their counsel, is through- 
out able and interesting. It discusses at length the question 
of “the expediency or inexpediency of unlimited private 
banking.” “The great use of a bank erected by royal author- 
ity is its being a repository for cash, and a constant shop to 
which the subjects may apply when their private affairs make 
it necessary for them to borrow.” The banks of Edinburgh are 
complimented on the cash-credit system ; “ but.then the least 


*) 
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reflection will lead us to discover that those advantages aris- 
ing from public banks can only be reaped by the persons of 
the greatest consideration and credit.” “And it will not be 
too much to say that 99 of 100 having use for credit, and 
who will profitably employ it to the advancement of trade 
and manufactures, are debarred from participating in those 
great advantages arising from public banks to persons of 
greater rank and consideration.” The traders of Glasgow felt 
it hard to be deprived of the advantages which the public 
banks afforded to such persons, and hence the establishment 
of banking companies there, of which this account is given :— 

“When the Royal Bank was erected, it was looked upon 
with an evil eye by the gentlemen of the Old Bank. It was 
considered as a rival in trade, which might draw from them 
part of the prodigious profits they had long enjoyed. This, 
not unnaturally, was productive of animosities between the 
two Banks, and the attempt is still in the remembrance of some 
that was made by the Old Bank to crush her rival sister in 
her infancy, and which was afterwards retorted, in methods 
the same in effect, which have been used against the Respon- 
dents. z 

“These long subsisting animosities had the consequence 
of the Banks employing Agents at Glasgow to pick up the 
Notes of one another, and to carry away all the cash they 
possibly could. 

“The differences and mutual jealousy which subsisted be- 
tween the two Banks had another bad consequence to the 
City of Glasgow. They were each of them sparing in giving 


‘eredits or cash-accounts te the Merchants there, and they 


were often in use of recalling such as they gave when they 
found they were not used to that degree of advantage to the 
Banks they expected. 

“The Merchants of Glasgow sensibly feeling these hardships, 
and even finding that the credits given them were inconve- 
nient, by the transporting of their Cash and Notes, they, to 
remove these inconveniencies, did apply to the Directors of 


_ the Banks of Edinburgh, to have an oftice established in Glas- 
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gow, where money might be got, and payments made; but 
this was refused to them by both Banks. 

“As the creation or institution of the Royal Bank was” 
founded upon and connected with the public credit, the Mer- 
chants of Glasgow were naturally led to favour the circula- 
tion of the Notes of that Bank. 

“ This being long observed by the Directors of the Old Bank, 
they, for the purpose of circulating their own Notes, 
came to a Resolution in the year 1749, of having a Banking 
Company erected in Glasgow to be carried on under their 
protection ; and which was accordingly carried into execu- 
tion, and a considerable stock subscribed for that purpose. 

“ The Directors of the Royal Bank, foreseeing the advantage 
that might accrue to her rival sister from this undertaking, 
did solicit the Respondents to form another Banking Com- 
pany; which was agreed to, and certain articles executed 
anno 1750 respecting the nature of the trade, which were all 
fully implemented by the Respondents while they subsisted. 
Nay, they did a great deal more than was required of them 
by these articles for the interest of the Royal Bank; they 
sent to it considerable sums in specie, without ever taking 
any from it. 

“Thus your Lordships will observe, and it is material to 
the Cause to be observed, That both the Banking Companies 
of Glasgow were undertaken upon the solicitation and at the 
desire of the Banks of Edinburgh. 

“ The Banks of Edinburgh, judging these undertakings to be 
for neither of their interests, came to the equitable and pious 
Resolution of suppressing both, with which view they with- 
drew the Credits or Cash-accounts they had given to the 
Banking Companies, and wrote them that they must drop 
that undertaking, judging, no doubt, that they could not sub- 
sist without their credit and assistance: But the thing had 
gone too far to be at once dropt: each of the Companies 
had contributed a large stock; they had become sensible 
of the advantage accruing to the Trade of the Town and ad- 
jacent country from them, and therefore civilly declined the 
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proposal made them, and resolved to stand upon their own 
bottom, rather than give up what was of such general con- 
Sequence to the important interests of the trade and manu- 
facture of the place which they wished to support.” 


Mr ARCHIBALD TROTTER’S’ PROTEST. 


It is dated 23d January 1759, and sets forth that from time 
to time he had presented for payment considerable sums of 
Cochran, Murdoch, & Co.’s notes, but “ instead of the prompt 
payment he expected, he had been played off with small bags 
of ‘sixpences; that the partners themselves vied with each 
other who should show most dexterity in gaining time by 
miscounting, and other low arts, and when the partners be- 
came wearied, or ashamed of the task, they set their porter or 
menial servant to act the part of a teller;” that on 14th 
December he had presented £2893, and after attending for 
thirty-four lawful days continuously, he had only been able 
to obtain payment of £1232, “which is such shameful pay- 
ment as is altogether unworthy of any gentlemen assuming 
to themselves the character of bankers ;” and now, resolved 
“no longer to be trifled with or put off with small pocks of 
sixpences,” he, in presence of a notary-public and witness- 
es, demands payment of £3447 of notes then presented— 
upon which “John Rose, one of the Tellers, pulled out from 
a Drawer in the Counting-table a little Pock, containing 
some Cash, which he delivered to Alexander Coggill the 
Porter, desiring him to begin and tell out the same to Mr 
Trotter. And the said Alexander Coggill having opened the 
same, and begun to tell, it appeared that the Bag contained 
nothing but Sixpences; and that there could not possibly be 
in it, to the best Judgment of me, the said Notary-public, 
and Witnesses subscribing, above Ten Pounds Sterling ; 
which the said Alexander Coggill began to count in a very 
slow Manner, and extremely unlike a Teller of Money, count- 
ing the same first from Hand to Hand, and afterwards count- 
ing the same Sum over again in Ranks on the Table: 
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Upon which the said Mr Archibald Trotter represented to 
the Tellers, That this was no redress, but just repeating 
the former scandalous delays, and bad Usage, against 
which he had just now protested against Mr Scot: To 
which the said John Rose replied, That it was paying 
him in the usual Way: Upon this the said Mr Archibald 
Trotter desired the Tellers to begin to count themselves, if 
they meant to be in earnest ; and if they were to pay him in 
Sixpences, that they would lay out Bags to the Extent of 
Five hundred Pounds upon the Table; which the said John 
Rose refused, saying, when that Pock was done, Coggi!l would 
get more: Whereupon Mr Archibald Trotter asked, how much 
was in the Pock? which he declined answering: And the 
said Mr Archibald Trotter having again asked, if he could 
say there was Five hundred Pounds in that Pock? the said 
John Rose smiled, and said, Anybody might see that there 
was not: Upon which the said Archibald Trotter represented, 
That he could no longer be trifled with, and put off, by such 
ridiculous shameful Methods of pretended Payments in 
course; and that therefore he did then protest the whole 
Sum of the Notes then in his Hands, and each of them, for 
not Payment, and for all Cost, Skaith, Damage, Interest, and 
Expence, and thereupon took Instruments.” 


C. 


AYR BANK. 


The history of this concern will be found in ‘ The precipita- 
tion and fall of Messrs Douglas, Heron, & Coy., late bankers 
in Ayr, with the causes of their distress and ruin, investigated 
and considered by a Committee of Inquiry appointed by the 
Proprietors’—printed at Edinburgh, 1778; and it is well 
worth careful study. Speaking of the general nature of the 
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management, we are told (p. 5) that “the general error in 


the conduct of the affairs of this Banking Company, seems to 


have been that of over-trading, and endeavouring to force 
a circulation of the Company’s paper beyond the natural 
limits which must ever regulate and confine operations of 
that kind; and it was unfortunate for this Company that its 
original constitution, by establishing three distinct branches 
independent of each other, tended much to render the error 
of too profuse a circulation extremely dangerous. In conse- 
quence of credits given out in various forms, too profusely, 
and too rapidly, a much greater quantity of the Company’s 
paper was at all times thrown into the circle than could be 
employed in it. It was therefore necessary immediately to 
resort to credit establishments in London: and the Company’s 
debt there gradually accumulated, according as the credits in 
Scotland were extended. These credits, too, were placed so 
injudiciously, that -they became in fact permanent loans of 
money ; and the stream which by this means once issued from 
the Company, being in reality never replenished, the Com- 
pany lost the command of their funds, and the debt in Lon- 
don very soon became formidable and enormous. Hence may 
be derived the source of our calamities.” 

At Ayr, the principal office, “the great and cumbersome 
debtors were the directors themselves, at every period of 
the Company’s affairs.” So it was at Edinburgh, where “ it 
was not so much the excessive credit issued as the narrow 
and partial circle within which it was confined,” that occa- 
sioned ruin. At Dumfries, the chief error at first was the 
endeavour “to force a circulation of the Company’s paper 
beyond its natural limits, and to supplant the circulation of 
other banking companies;” but there too the credits were 
confined within a very narrow circle, “altogether beyond the 
reach of the Company.” Ignorance of the first principles of 
management, reckless over-trading, and the absorption of the 
resources of the Company for their private affairs by those 
placed in control, were very plainly the causes of the ruin of 


this concern. 
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D. 
Novz-ISSUES. 


I have said that change in the law, “if and when made, 
will assuredly not be in the direction of freedom of issue.” 
Does any one doubt this, save my friends of the Glasgow 
Chamber of Commerce? Except during a “lucid interval” 
(as Mr James Stirling describes it) in 1858, they have 
persistently advocated a return to the state of matters which 
existed before 1844, and have met nothing but rebuffs from 
the statesmen of both parties. Mr Gladstone told them 
in 1866 that the Government “could not agree to a reversal 
of the principle on which the present currency laws are 
founded.” Mr Disraeli, on his accession to office in the same 
year, with soft words, turned a deaf ear to them. Mr Lowe, 
in 1872, scouted their proposals. Mr George Anderson, their 
own member (and probably a coming minister when the ad- 
vanced Liberals get into power), told them not only that he 
could not support their views, but that he would oppose 
them by every means he could, as, in his opinion, “ utterly 
contrary to sound public policy. He looked on the power to 
issue money, whether coinage or notes, as properly a State 
prerogative.” In debate, in March 1875, Mr Gladstone, Mr 
Lowe, and Mr Goschen; Sir Stafford Northcote, Mr Cave, 
and Mr Hubbard,—cordially agreed on one point at least, that, 
if they only could, they most willingly would abolish all note- 
issues, except those of the Bank of England. Last of all, we 
have the Chancellor of the Exchequer declaring so recently 
as May 1876—a year after a Select Committee, over which 
he presided, had listened to all that could be urged in favour 
of plurality of issues—that “the principles involved in Sir 
Robert Peel’s legislation of 1844-45, which were never carried 
fully into effect, seem now apparently to require a further 
development.” It is beating the wind, therefore, to discuss 
the policy of 1844, for every statesman is pledged to main- 
tain it, and, whenever he finds opportunity, to extend its 
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operation. The only question “within the domain of prac- 
tical politics ” is, whether the existing system is to continue 
in Scotland, or to be supplanted by one involving unity of 
issue (7. ¢., legal tender notes of the Bank of England.) The 
Scotch banks will, I have no doubt, resist such a change for 
Scotland, should it be proposed, believing it to be contrary 
both to the public interest and to theirs, for these are iden- 
tical. If the people of Scotland take the same view of the 
public interest, no such change will be practicable ; if, on 
the contrary, they wish for the change, the banks will be all 
but powerless to resist. But I venture to repeat that the 
preponderating interest lies with the public rather than with 
the banks. 


E. 
WESTERN BANK OF SCOTLAND. 


The Western Bank commenced business on 2d July 1832, 
and at the first balance on 29th May 1833 there were 430 
partners, with a paid-up capital of £209,170. In October 
1834, Messrs Jones Loyd & Co., the Bank’s correspon- 
dents in London, refused to honour their drafts, and the 
Edinburgh banks then refused their notes. The first man- 
ager of the Company was dismissed, and one of the directors 
assumed the temporary management. He asked that the 
resolution of the Edinburgh banks should be rescinded; and 
from the correspondence which ensued the following quota- 
tions are made in illustration of the statement in the text. 


Mr Blair, Bank of Scotland, 18th October 1834. 

“The feature in your concern which I would beg particu- 
larly to comment upon, is the absence of any investment in 
stock, Exchequer bills, or other marketable securities, which 
would be an immediate tangible fund in case of pressure 
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upon your means. From the want of such resources, I 
understand that you have upon the present occasion been 
obliged to rely upon other establishments for support to a 
very considerable amount, independent of the assistance you 
have received from the Bank of Scotland, to the extent of 
£30,000.” 


Mr Miller, Western Bank, 20th October 1834. 

“ On the subject of making investments in the public funds, 
I have to explain, that hitherto the Directors of the Western 
Bank have advisedly avoided such investments, holding, as they 
do, that they have a safer and less hazardous mode of employ- 
ing their funds. If for the purpose of effecting the exchanges, 
or for any other purpose, we should require to make partial 
investments in Exchequer bills, we shall do so; but in the 
present state of the public funds, and of the mercantile world, 
we see no occasion for diverting any portion of our disposable 
funds from what we consider a more profitable employment.” 


Mr Blair, 23d October 1834. 

“ An opinion seems to be hazarded, that a joint-stock com- 
pany, assumed to be composed of individuals of undoubted — 
credit, may dispense with the rules which are considered 
essential to the safety and right conduct of chartered and pri- 
vate banks; because, as it is contended, the public is ultimately 
safe. 

“Admitting all that is demanded—the ultimate safety of 
such concerns—yet the greatest loss and inconvenience may 
be sustained by the banks, and the public dealing with them, 
from the temporary derangement of their affairs, caused either 
by mismanagement or by political or commercial panic. 

“Without adverting to the suspicion cast upon other bank- 
ing establishments by any derangement in the concerns of 
their neighbours, it is sufficient to notice the inconvenience 
and loss arising from money being locked up by the failure 
of engagements, and the ruin brought upon the mercantile 
and trading classes from the stoppage of the usual accommo- 
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dation by discounts—the immediate result of any discredit 
_ attached to a bank. Periods may occur when a calamity of 


this description may be attended with light inconvenience; 
but at any time of alarm, it is evident that banks so constituted 
must depend upon the resources of their more provident neigh- 
bours, or else stop, and occasion excessive mischief. 

“The Directors of the Bank of Scotland, in conjunction 
with the directors and partners of therother banks already 
named to you, are determined to adhere to these principles, 
which are not only reasonable, but have undergone the test 
of experience ; and will not take the notes of any bank con- 
ducting their business without resources to meet contingen- 
cies, or even those demands upon them which may be a little 
out of the ordinary course of business.” 


Mr Miller, 25th October 1834. 

“T am authorised, on the part of the Western Bank, to 
agree to invest, when we think it advantageous, in market- 
able securities, from time to time, such sums as may be suffi- 
cient to provide a resource, such as you point at, on the occa- 
sion of any emergency. Farther than this, I do not see that 
you can reasonably ask the Western Bank to bind itself to 
any other banking establishment, especially when it is borne 
in mind that we have never required any accommodation 
from any quarter for which we have not offered ample se- 
curity.” 


Mr Blair, 28th October 1834. 

“The banks in whose name I correspond cannot take the 
notes of the Western Bank without reasonable evidence that, 
by so doing, they shall neither be exposed to inconvenience 
nor loss. They do not consider general assurances, although 
made by persons of respectability and character, as sufficient 
evidence upon this question. 

“ Giving you entire credit for sincerity and good faith, yet 
they must be guided in their determination by their own ex- 
perience and information ; and at present it appears certain, 
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that the result which both you and they acknowledge to be 
desirable, is only to be produced either by a call upon, your 
proprietors, or by a great reduction of your discounts, and 
other advances to the public. If you make a call upon your 
proprietors, and thereby provide yourselves with means for 
conducting your business with safety and independence, the 
banks, upon your assurance that you have conformed to the 
banking practice, in providing marketable securities, will 
take your notes; or should you resolve on the other course, 
and can accomplish it without such loss as renders it quite 
apparent that a call must be made, the banks will also take 
your notes, upon the capital so returned being invested in a 
manner now admitted by yourselves to be equally desirable 
for your own interests and the interests of those who deal 
with you. I beg particularly to observe, that there is not 
the least wish to dictate to you the mode in which your 
business should be carried on. You acknowledge that the 
Western Bank has hitherto been ill conducted, and you agree 
to the principles which, in the course of this correspondence, 
have been stated, for the purpose of justifying the course 
which the banks have, in consequence of this admitted mis- 
management, been compelled to take. 

“The obvious course, therefore, for your respectability and 
credit as a bank, is to place yourselves in an independent 
situation, and not to ask from the banks and the public what 
you acknowledge to be the necessary means for your future 
success. And in point of fact you do thus rely on other 
resources than your own, when, under the circumstances in 
which you are placed, you look to your circulation, not as a 
source of fair profit, but as part of the capital upon which 
you are to trade, and without which you cannot carry on 
your operations.” 


Minute of the Directors of the Western Bank of Scotland, 
30th October 1834.—The Directors, on considering a letter 
from the Bank of Scotland, dated 28th October current, re- 
solve, that in answer to the request made by the Bank of 
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Scotland, and the other banks acting in concert with them, 
the Western Bank shall invest in marketable securities a 
sum amply sufficient to protect that bank and the public 
from the contingencies pointed at by the banks. 


Mr Blair, 3d November 1834. 

“T have the satisfaction to state, that the Directors of the 
Bank of Scotland consider the pledge given in the minute 
quite satisfactory; and, in terms of our conversation on 
Saturday, are willing, along with the Royal Bank and British 
Linen Company, to advance the sum you named, £100,000, 
upon sufficient security, to enable you to carry the arrange- 
ment into immediate execution, in place of postponing it 
until March next.” 


In 1838 farther correspondence took place, from which 
these extracts are given :— 


Mr Blair, 26th May 1838. 

“You are well aware that, both to preserve the credit of 
Scotland and for their own safety, the chartered banks invest 
a portion of their funds in the national securities. 

“The necessity imposed on banks of issue and deposit of 
holding property immediately convertible has never been dis- 
puted, except upon two or three memorable occasions, (one 
of very recent date) to which I need not more particularly 
refer.” 


Mr Smith, Western Bank, 14th June 1838. 
“With regard to the principles laid down in the beginning 
of your letter, for the regulation of banking in Scotland, I 


-must, with all deference, decline adopting them. As far as 


regards ourselves (and, I am satisfied, all the local banks), 
they are impracticable, without destruction to our business, 
and great injustice to those who depend on us; nor is it to 
be expected that we should prefer a fluctuating security to 
one of permanent value, and a less to a more profitable invest- 
ment. I conceive it to be the duty, and the primary object, 
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of every local bank, to supply every legitimate accommoda- 
tion to the trading community among whom they are placed. 
* When these demands have been met, the bank may, of course 
employ its surplus funds in the purchase of Government 
securities,” 


Mr Bennet, Bank of Scotland, 7th July 1838. 


“The Edinburgh banks being satisfied that banking opera- - 
tions are not to be conducted with safety, except upon. 


the principles which they support as stated in our letter 
of 23d October 1834, and assented to by you, must decline 
taking notes-of the Western Bank after the 21st instant. 
They cannot sanction by a tacit concurrence what they con- 
sider a loose and dangerous system of business; and they 
give you this notice of their resolution, in order that you 
may either, on the one hand, reconsider the opinions and 
proceedings which have produced these difficulties, or, on the 
other, be prepared for the change on their practice.” 
\ 2 


The threatened crisis led to the correspondence being sub- 
mitted to the Directors of the Western Bank, who minute on 
10th July 1838 that they ‘consider that their holding £25,000 
in Exchequer bills to meet the exchange, and the additional 
call lately made on the proprietors, supersede the arrange- 
ment of 1834. The Directors, notwithstanding, have no 
objections that their quota of Exchequer bills be increased 
to £50,000.” To this it was answered on the 12th July: 
“As to the question under discussion, your admitted prac- 
tice is alone sufficiently decisive, and the banks cannot for a 
moment allow that an investment of £50,000 in Exchequer 
bills can supersede the. agreement of 1834, or that the 
additional call can even-bear upon the subject at all unless 
you state that it is invested in national securities. For if 
the whole capital of a bank be locked up at a moment of 
pressure, of what importance is it whether the capital be 
large or small? We are surprised you do not see that the 
banks are contending for a principle equally beneficial to 
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your establishment as to themselves ; and that although ‘they 
do not pretend to disregard their own interests, their motives 
will yet bear the strictest investigation.” A new undertaking 
to make investments in Government securities was accepted 
by the banks as evincing an intention of fulfilling the en- 
gagement of 1834, and the resolution to refuse the Western 
Bank’s notes was suspended. 

The Edinburgh banks, on 19th August’1838, addressed the 
Board of Trade in opposition to an application then made by 
the Western Bank for letters-patent. This representation was 
put on sound grounds. It was pointed out that, while there 
had occurred during the past fifty years periodical convulsions 
among the banks in England, Scotland had maintained a state 
of general tranquillity, which was ascribed first to the large 
capital employed in the Scotch banks, and second, to their 
system of administration. “Capital alone, as has been recently 
experienced in England by extending the scale of operations, 
may only increase the mischief.. In the like manner, a numer- 
ous proprietary, constituting a protection to the public against 
eventual loss, may, by adding to the credit, add to the power- 
of such an institution for evil. The safeguard of the Scotch 
system has been the uniform practice adopted of retaining a 
large portion of the capital and deposits invested in Govern- 
ment securities, capable of being converted into money at all 
times, and under all circumstances. This requires a sacrifice, 
because the rate of interest is small, and in times of difficulty 
the sale involves a loss; but it has given to the Scotch 
banks absolute security, and enabled them to pass unhurt 
through periods of great discredit.” It was then pointed out 
that the principle on which the Western Bank “has avowedly 
acted, has been to employ as much as possible of its capital 
and assets in discounts and loans, retaining only the cash 
necessary to meet its current engagements. As this is a 
more profitable investment than Government securities, there 
is always a strong temptation to speculative, or inexperienced 
persons to adopt this course; and, if the consequences were 
to affect themselves alone, it would be of small moment. But. 
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unfortunately in banking this cannot be, for the failure of an 


ill-regulated establishment affects those differently consti- 


tuted.” The charter applied for was refused. 


From the letters of Messrs Jones Loyd & Co., these warn- 
ings are quoted: 11th August 1836.—“ Really your concern 
ought to be in a different condition, nor can we feel that it is in 
a satisfactory state until it is able to meet the usual demands 
of business from its own resources.” 30th September 1839.— 
“We feel it our duty to urge the utmost circumspection and 
prudence, especially upon those who have to look for their 
necessary supplies of cash to sources beyond their own con- 
trol.” 2d March 1842.—<For a concern, the transactions 
of which are of the extent and magnitude of those of the 
Western Bank, and which is necessarily exposed to unex- 
pected demands, it is essential that there should be a reserve 
fund adequate to meet such unavoidable contingencies. In 
your account, however, there is nothing of the kind—no sur- 
plus whatever, either in cash or in bills.” 28th November 
1845.—“ Your cash-account with us now causes ts serious 
anxiety, and we must urge your serious attention to it.” 
21st January 1847.—*“ It is our duty to call your attention to 
the state of your cash-balance with us. We are confident it is 
for the true interest of your concern to rest exclusively upon 
its own resources at all times.” 19th May 1847.—“We can 
only repeat the oft-told tale of the necessity of firmness and 
resolution on your part in bringing the scale of your opera- 
tions within the means at your disposal, and so managing 
your business as to have it really under your control, 
and resting upon its own resources.” 13th September 1847, 
—“We feel it to be our duty again to renew our oft- 
repeated warnings of the extreme inexpediency, not to 
say the danger, of an habitual reliance upon discounts for 
the supply of the cash demands of a banking concern.” 
19th October 1847. — Distinct intimation is given, that 
farther drafts will be refused, unless covered by correspond- 
ing remittances. An application for assistance to the Bank 
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of England was made in November and agreed to; and on 8th 
November, Messrs Jones Loyd & Co. write: “The present 
state of your concern is most critical and serious, and it will 
require on your part the most prompt, energetic, and decided 
measures to render the limited assistance now obtained from 
the Bank effectual for its intended purpose. No timid or 
half measures will now be sufficient ; what you do must be 
done boldly and promptly, and all the latent powers and 
resources of the concern must be at once called forth for 
your support.” 

Exactly ten years afterwards—on 9th November 1857— 
the Western Bank, with liabilities to the public of nine mil- 
lions, a paid-up capital of a million and a half, and twelve 
hundred partners—all liable without limit—closed its doors. 
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